
his is the first in a series of quarterly reports on the hous-

ing market in Tennessee, supported by a Tennessee Hous-

ing Development Agency grant.

Economic Overview 
Household purchases of retail items, services, and housing

depend greatly on growth of personal income. Rapid income

growth contributes to housing demand, while weak income

growth indicates weak housing demand. In the third quarter,

total personal income increased 1.3 percent1 for Tennessee,

an improvement from 1.2 percent in the second quarter and

the second consecutive quarterly increase in the rate of

growth. Although improving, Tennessee’s income growth is

still somewhat lower than the average for the U.S. and the

Southeast states, both at 1.4 percent. 

Income consists mostly of earned income (wages,

salaries, and self-employed income), with property income

and transfer payments accounting for much smaller shares.

In the third quarter, Tennessee earned income rose only

slightly more slowly than the U.S. average.2 Property income,

on the other hand, grew much more for the U.S. than for Ten-

nessee. Of the two, one could argue that earned income

growth is the more reliable indicator of housing demand, as

property income tends to be much more volatile and concen-

trated in a small percentage of households.

Housing Construction
Permits issued for single-family home construction contin-

ued to weaken in the third quarter, falling to 27,400 units3

(Table 1). Permits peaked in the first quarter of 2006, fully

two quarters after the peak nationally (Figure 1). With the

exception of 2006.4, the number of permits has declined each

quarter at about the same rate as nationally.

The pace of housing construction deteriorated substan-

tially in the third quarter not just for Tennessee but for the

South and the U.S. as well, with all three 10 percent lower

than the second quarter. Over-the-year activity for Tennessee

fell 23.4 percent, but the U.S. market fell more (-26.2 per-

cent) and the South even more (-29.2 percent).

Home Sales and Prices
Although sales are down over the year, preliminary data from

the National Association of Realtors show that home sales in

Tennessee rose from the second quarter by 6.4 percent. In-

deed, Tennessee is one of just four states experiencing a quar-

terly sales increase.4
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Table 1. Permits issued for single-family housing,
seasonally adjusted annual rate (thousands)

Quarter Tennessee South U.S.

2006.3 35.8 676.0 1,273.0 
2006.4 36.4 629.0 1,167.7 
2007.1 32.9 578.0 1,119.0 
2007.2 30.6 531.3 1,052.3 
2007.3 27.4 478.7 939.7 

Source: Census Bureau
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Figure 1. Trend of single-family permits (thousands), Tennessee and U.S. (seasonally adjusted annual rate)
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Rising prices are usually an indicator of strengthening

market conditions, as prices rise when demand grows more

quickly than supply. Prices for the U.S. turned down in the

third quarter, 0.4 percent lower than the second quarter (Fig-

ure 2). It is important to note that the U.S. average is heavily

influenced by significant price deterioration in just a few states

including Florida, California, Ohio, Michigan, Minnesota, Ne-

vada, Massachusetts, and Arizona. Over the year, home sales

are down 864,000 for the U.S.; approximately 43 percent of

the decline in the U.S. occurred in these eight states.

In Tennessee, housing prices continue to rise, gaining

0.9 percent from the second quarter and 6.0 percent over the

year.5 Only nine states experienced higher over the year price

appreciation, and in the South, Tennessee’s price gains are

second only to North Carolina’s 6.5 percent increase. 

Real Estate Transactions and Mortgages
Tennessee collects two taxes of interest for the real estate

market. The first tax is a 0.115 percent levy on the value of

new mortgages (after the first $2,000 of indebtedness), and

the second is a 0.37 percent tax on most real estate transfers.6

These taxes offer useful measures of borrowing activity and

real estate trade activity. As shown in Figures 3 and 4, col-

lections from both taxes peaked during the first quarter of

2007. In the third quarter, mortgage tax collections dropped

7.6 percent and transfer taxes dropped 2.7 percent from the
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Figure 3. Mortgage tax collections (seasonally adjusted annual rate)
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Figure 2. Quarterly single-family home price appreciation, Tennessee and U.S. (repeated sales price index)
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second quarter. Falling mortgage tax collections suggest

fewer mortgages are being issued by lenders in Tennessee. 

To summarize the real estate situation, falling demand

causes developers to build fewer homes, as evidenced by de-

clining numbers of building permits. Stable to slightly rising

prices suggest the decline in new housing has roughly bal-

anced the fall in demand; the Tennessee housing construc-

tion industry acted rather quickly to cut back the quantity of

new housing in reaction to falling demand. This clearly was

not the case in other states that currently are experiencing

housing price deflation.

More evidence of market stability is found in the

Nashville, Memphis, and Knoxville residential real estate mar-

kets. In each of the three local markets, sales are down from

last year, but inventories are holding steady (Figures 6–7).  

Mortgage Delinquencies and Foreclosures
The percentage of Tennessee mortgages past due rose in the

third quarter to 7.63 percent, up from 6.75 percent one year

ago (Table 2). Nationally, mortgages past due also increased

over the year, rising from 4.84 percent to 5.81 percent. It is in-

teresting to note that Tennessee has a higher prevalence of

mortgages past due but a lower rate of foreclosure. In fact,

Tennessee’s foreclosure inventory (as a percentage of all

mortgages) has been relative steady for several quarters, while

that of the U.S. has been on the increase each quarter. 
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Figure 5. Memphis area single-family closings and inventory (seasonally adjusted)
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Figure 4. Real estate transfer tax collections (seasonally adjusted annual rate)
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As is well established, the recent increase in the number

of foreclosures nationally and in Tennessee can be related to

the number of adjustable rate mortgages (ARMs) that are re-

setting to higher interest rates.7 Foreclosure rates are highest

for subprime ARMS, but prime ARMs are not immune. The

table shows Tennessee’s exposure to both subprime and ARM

mortgages in existence during the third quarter of 2007. It is

interesting that Tennessee has somewhat above-average ex-

posure to subprime loans (14.6 percent, compared with 12.9

percent and 12.6 percent for the South and U.S., respectively)

but much less exposure to adjustable rate loans (13.6 percent

compared with 18.4 percent for the South and 20.9 percent

for the U.S.). This lower prevalence for ARM loans may help

explain Tennessee’s stable foreclosure rate compared with the

U.S.. Also, as more ARM loans reset in 2009 and 2010, Ten-

nessee should not be as adversely affected as will the U.S.
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Figure 7. Nashville area residential closings and inventory, seasonally adjusted

2,900

2,700

2,500

2,300

2,100

1,900

1,700

1,500

Ja
n

20072006

Fe
b

M
ar Ap
r

M
ay Ju
n Ju
l

Au
g

Se
p

Oc
t

No
v

De
c

Ja
n

Fe
b

M
ar Ap
r

M
ay Ju
n Ju
l

Au
g

Se
p

Oc
t

No
v

16,000

15,000

14,000

13,000

12,000

11,000

10,000

9,000

8,000

Ja
n

20072006

Cl
os

in
gs

In
ve

nt
or

y

Closings
Inventory

Figure 6. Knoxville area single-family closings and inventory (seasonally adjusted)
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Conclusion
Similar to most other markets, Tennessee is experiencing a

housing construction slump. In Tennessee, however, the re-

duction of the new supply of housing appears to have just

about balanced declining demand, as suggested by relatively

steady housing prices and inventories of homes for sale. By

contrast, prices are falling in the U.S. market.

The prevalence of past due mortgages is higher in Ten-

nessee, but the foreclosure rate is steady. In comparison, the

U.S. foreclosure rate is on the rise. Tennessee has much less

exposure to adjustable rate mortgages compared with South-

ern states and the U.S. While more weakness in the market

is likely for 2008, Tennessee will probably not be as affected

as the U.S. and other states in the South. �

Notes
1 Quarter-to-quarter rate. Annualized, the rate of growth equals 5.3 percent.

2 Earned income (basically the sum of wages, salaries, and self-employment

income) rose 1.13 percent for the U.S., with Tennessee slightly lower at 1.07

percent growth in the third quarter.

3 Seasonally adjusted annual rate.

4 The other states experiencing a quarter-to-quarter gain are Pennsylvania

(+13.0%), Michigan(+6.0%), and North Dakota (+2.9%).

5 According to the same-sales price index published by the Office of Federal

Housing Enterprise Oversight (OFHEO).

6 Tennessee code 67-4-409.

7 A recent brief analysis of the current U.S. real estate and mortgage situation

can be found in Danielle DiMartino and John V. Duca, “The Rise and Fall of

Subprime Mortgages,” Economic Letter, November 2007, Federal Reserve

Bank of Dallas (http://dallasfed.org/research/eclett/2007/el0711.html).

Table 3. Distribution of outstanding mortgage loans (third quarter 2007) 

Tennessee Fixed ARM

Prime 60.8% 7.1% 68.0%
Subprime 8.7% 5.8% 14.6%
FHA 11.8% 0.6% 12.5%

81.4% 13.6%

South Fixed ARM

Prime 60.6% 11.9% 72.5%
Subprime 6.8% 6.1% 12.9%
FHA 6.1% 0.4% 6.5%

73.5% 18.4%

U.S. Fixed ARM

Prime 60.8% 14.0% 74.7%
Subprime 6.1% 6.5% 12.6%
FHA 6.1% 0.4% 6.5%

73.0% 20.9%

Source: MBAA and BERC
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Table 2. Mortgages past due, new foreclosures started, and foreclosure inventory (percent of mortgages)

Tennessee U.S.

Foreclosures Foreclosure Foreclosure
started inventory at Foreclosures inventory at 

Mortgages during end of Mortgages started during end of
Quarter past due quarter quarter past due quarter quarter

2006.3 6.75 0.49 1.25 4.84 0.47 1.05
2007.2 6.64 0.57 1.17 5.06 0.59 1.40
2007.3 7.63 0.68 1.28 5.81 0.78 1.69

Source: Mortgage Bankers Association of America


